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Last week, President Trump announced his appointment for the next Federal Reserve (Fed)

chair, current Fed governor Jerome Powell. The news was widely telegraphed, and the bond

market barely felt a ripple as a result. However, earlier this week, another revelation

regarding Fed leadership made headlines, as current N.Y. Fed president William Dudley

announced his plans to retire in the middle of next year. With the retirement of vice

chair Stanley Fischer last month, two of the three top spots at the Fed will now need to

be filled. 

 

Time for a quick Fed 101: First up, the FOMC is supposed to consist of 12 members; the

seven members of the Board of Governors (which includes chair and vice chair), the N.Y.

Fed president, and then on an annual rotating basis, four of the remaining eleven Fed

Bank presidents. At last week’s FOMC meeting, there were only nine voting members, so

President Trump has more slots to fill. Specifically, the vice chair and two governor

positions need to still be appointed, and since current chair Janet Yellen is also a Fed

governor, when her term expires in February, a new position will then open up as well,

assuming of course that she decides to leave and not stay on as a governor.

 

The role of vice chair typically carries noticeable weight in the markets. However, one

could argue that the N.Y. Fed president is perhaps equally as important. The person

holding that position is not only a permanent member of the FOMC but also serves as the

Committee’s vice chair (not to be confused with the aforementioned vice chair role). In

addition, this branch of the Fed also implements policy on behalf of the FOMC. These

actions include temporary and permanent open market operations, such as buying

securities such as Treasuries, which are managed in the System Open Market Account (SOMA

), or the Fed’s balance sheet, as some have been referring to it lately. The N.Y. Fed

also implements foreign exchange policy for the Treasury department. Unlike Fed

governors, the next N.Y. Fed president is not appointed by the president of the United

States but rather is appointed by the Board of Directors of the New York Fed.

 

Conclusion

 

Over the last few years, if the financial markets were looking for insights on potential

policy decisions, I emphasized focusing one’s attention on the “Fed Triumvirate”: chair

Yellen, vice chair Fischer and N.Y. president Dudley. With this week’s Dudley

announcement, it looks like investors will be dealing with a whole new trio going

forward. We already know who will be sitting at the top (Powell), but at this time, the

rest of the next triad has yet to emerge.

 

Perhaps more importantly, the known entity is soon-to-be Fed chair Powell. Indeed, this

appointment is being viewed as continuity, in terms of what to expect from future moneta

ry policy and, frankly, the next best option if Ms. Yellen was not going to stay in her

post. Given this continuity aspect, it seems reasonable to expect that the Fed’s already

detailed balance sheet normalization process will move forward as planned, especially
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since Mr. Powell was part of that decision-making process. That leaves potential future

rate increases. As of this writing, the fixed income arena is priced for a December rate

hike, but the prospects for 2018 are a bit more uncertain. Looking for guidance or

insights into Fed thinking for the future, Powell now sits at the head of the new

Triumvirate.

For standardized performance and the most recent month-end performance click here NOTE,

this material is intended for electronic use only. Individuals who intend to print and

physically deliver to an investor must print the monthly performance report to accompany

this blog.

For more investing insights, check out our Economic & Market Outlook

View the online version of this article here.
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IMPORTANT INFORMATION

U.S. investors only: Click    here to obtain a WisdomTree ETF prospectus which      

contains investment objectives, risks, charges, expenses, and other information;

read and consider carefully before investing.

There are risks involved with investing, including possible loss of principal. Foreign

investing involves currency, political and economic risk. Funds focusing on a single

country, sector and/or funds that emphasize investments in smaller companies may

experience greater price volatility. Investments in emerging markets, currency, fixed

income and alternative investments include additional risks. Please see prospectus for

discussion of risks.

 

Past performance is not indicative of future results. This material contains the

opinions of the author, which are subject to change, and should not to be considered or

interpreted as a recommendation to participate in any particular trading strategy, or

deemed to be an offer or sale of any investment product and it should not be relied on

as such. There is no guarantee that any strategies discussed will work under all market

conditions. This material represents an assessment of the market environment at a

specific time and is not intended to be a forecast of future events or a guarantee of

future results. This material should not be relied upon as research or investment advice

regarding any security in particular. The user of this information assumes the entire

risk of any use made of the information provided herein. Neither WisdomTree nor its

affiliates, nor Foreside Fund Services, LLC, or its affiliates provide tax or legal

advice. Investors seeking tax or legal advice should consult their tax or legal advisor.

Unless expressly stated otherwise the opinions, interpretations or findings expressed

herein do not necessarily represent the views of WisdomTree or any of its affiliates.

 

The MSCI information may only be used for your internal use, may not be reproduced or

re-disseminated in any form and may not be used as a basis for or component of any

financial instruments or products or indexes. None of the MSCI information is intended

to constitute investment advice or a recommendation to make (or refrain from making) any

kind of investment decision and may not be relied on as such. Historical data and

analysis should not be taken as an indication or guarantee of any future performance

analysis, forecast or prediction. The MSCI information is provided on an “as is” basis

and the user of this information assumes the entire risk of any use made of this

information. MSCI, each of its affiliates and each entity involved in compiling,

computing or creating any MSCI information (collectively, the “MSCI Parties”) expressly

disclaims all warranties. With respect to this information, in no event shall any MSCI

Party have any liability for any direct, indirect, special, incidental, punitive,

consequential (including loss profits) or any other damages (www.msci.com)

 

Jonathan Steinberg, Jeremy Schwartz, Rick Harper, Christopher Gannatti, Bradley Krom,

Tripp Zimmerman, Michael Barrer, Anita Rausch, Kevin Flanagan, Brendan Loftus, Joseph

Tenaglia, Jeff Weniger, Matt Wagner, Alejandro Saltiel, Ryan Krystopowicz, Jianing Wu,

and Brian Manby are registered representatives of Foreside Fund Services, LLC.

 WisdomTree Funds are distributed by Foreside Fund Services, LLC, in the U.S. only.

You cannot invest directly in an index.
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DEFINITIONS

Federal Reserve   : The Federal Reserve System is the central banking system of the

United States.

Federal Open Market Committee (FOMC) : The branch of the Federal Reserve Board that

determines the direction of monetary policy.

System Open Market Account (SOMA) : An account that is managed by the Federal Reserve

Bank, containing assets acquired through operations in the open market. The assets in

SOMA serve as a management tool for the Federal Reserve’s assets, a store of liquidity

to be used in an emergency event where the need for liquidity arises, and as collateral

for the liabilities on the Federal Reserve’s balance sheet such as U.S. dollars in

circulation.

Treasury : Debt obligation issued by the U.S. government with payments of principal and

interest backed by the full faith and credit of the U.S. government.

Monetary policy   : Actions of a central bank or other regulatory committee that

determine the size and rate of growth of the money supply, which in turn affects

interest rates.

Rate Hike   : refers to an increase in the policy rate set by a central bank. In the

U.S., this generally refers to the Federal Funds Target Rate.
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